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EXECUTIVE SUMMARY

This report examines the changes in the quality control (QC) system for the Food Stamp
Program adopted in the Hunger Prevention Act of 1988 (P.L. 100-435, enacted September 19,
1988). The report responds to the congressional mandate in the Act to evaluate the effectiveness
of the new "Payment Accuracy Improvement System" within three years of enactment. In
addition, the report examines two long-standing QC policy concemns that re-emerged in
congressional debate and that now take on new significance with the enacted reforms. One
concern is whether current food stamp QC error rates appropriately account for the interaction
in benefits between the Food Stamp Program and Aid to Families with Dependent Children
(AFDC). Another concemn is whether QC policies that focus on the reduction of overpayment
error (issuances to ineligible cases and overissuances to eligible cases) tend to promote an

increase in underpayment error (underissuances to eligible cases).

Effects of the Reforms
Title VI of the Hunger Prevention Act (HPA) made the following major policy changes:

o The Act raised the national error rate tolerances for determining fiscal
liabilities and enhanced funding, with liabilities based on a combined
payment error rate that includes underpayments as well as overpayments
and with liabilities computed as a percentage of annual State issuances
instead of annual federal reimbursement for administrative costs.

. The Act revised the procedures by which a State’s liability may be
reduced through determinations by the Secretary of Agriculture or through
subsequent administrative or judicial review of a State’s appeal.

Our principal findings pertain to the effect of the reforms on fiscal liabilities in Fiscal
Years 1986 to 1990:

* The new provisions have substantiall the number of State:
annually subject to fiscal liabilities. Under the pre-HPA rules, between
38 and 44 States would have been subject to a liability in each year, based
on a national tolerance level of 5 percent overpayment error. The HPA
rules, redefining the national tolerance level in terms of combined



payment error (overpayment and underpayment) and resulting in a
tolerance level of about 11 percent in these years, reduced the number of
States potentially subject to liabilities to between 9 and 14.

. For each of these years, the corresponding reduction in the national
amount of fiscal liabilities was in th e of $110 million to $150

million--roughly, from an annual level of $175 million to $200 million
under the pre-HPA rules to an annual level of $35 million to $65 million
under the HPA rules.

We also estimated the effect of the reforms on enhanced funding for Fiscal Years 1989
and 1990, the first effective years for the new incentive provisions:
. The reforms i;lcreased the number of States that received enhanced

funding, by 4 in 1989 (from 3 to 7 States) and by 2 in 1990 (from 3 to 5
States).

° The corresponding increase in the national amount of enhanced funding
was in the range of $1 million to $2 million--from an annual level of $5
million to $6 million (under the pre-HPA rules) to an annual level of $6
million to $7 million.

Insufficient time has elapsed to draw any conclusions about the effects of the new

legislation on error rate trends. For most States the 1989-1990 error rates--either for

overpayment error, underpayment error, or combined payment error--fall within or somewhat
below the range established in the 1985-1988 period, during which the pre-HPA rules on fiscal
liabilities and enhanced funding prevailed.

* Based on 1989 and 1990, the recent performance of States seems to

represent no significant departure from the decade-long trend of general
stability or modest decline in food stamp error rates.

As to the speed of resolution of State appeals, there is not yet any empirical basis on
which to assess the reforms. In reviewing the historical record, we found that for FY 1981 and

1982 an average of three to four years was required (from the end of each review period) to
reach a final determination on a State’s liability. The following years saw a slowdown in the

process of resolving claims, as the number of States initially notified of liabilities rose from 13
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in 1983 to 48 in 1985. The 1989 congressional action waiving all AFDC sanctions through
1990, with the expectation of similar food stamp relief in the 1990 Farm Bill, may then have
introduced further delays. Several more years must elapse before one can judge whether the
newly enacted procedural reforms will enable a more prompt resolution of State appeals,

compared to the historical experience.

Interaction of AFDC and Food Stamp Payment Errors

For over a decade there has been concern that the food stamp overpayment error rate
exaggerates the net cost of payment errors to the federal government because of the relationship
between program benefits in AFDC and food stamps. The central policy issue is whether, for
food stamp cases receiving an incorrect AFDC payment, the food stamp QC finding should

presume the actual AFDC payment (as under current rules) or the correct AFDC payment.

Prior research found some reduction in food stamp overpayment error rates after
accounting for the interaction in benefits between the two programs. Correspondingly, the fiscal
liabilities to States (as computed under the pre-HPA rules) were also reduced. We undertook
a new analysis of this issue, for several reasons: the HPA provisions on fiscal liabilites now
make it necessary to account for the effect of program interaction on underpayment errors, more
recent QC data are now available, and it is now possible to use in the analysis both the AFDC
and food stamp QC findings on cases receiving integrated reviews. In the new analysis, an
"AFDC offset" was computed on a case-by-case basis. The AFDC offset is an adjustment to
the food stamp QC finding to reflect the use of the correct (versus actual) AFDC payment.

Our findings are based on FY 1988 data from twenty-four States that integrate their QC
reviews for AFDC and food stamps:

. For 23 of the 24 States analyzed, the AFDC off: he
aymen rrate, by 0.1to 1.1 ntage points, with a drop of
0.4 percentage points at the 24-State overpayment error rate. This drop
in the overpayment error rate is consistent with, although somewhat lower
than, the findings of the earlier research.
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] In contrast, for 22 of the 24 States, the AFDC offset increased the

underpayment error rate, by 0.1 to 2.1 percentage points, with a rise of
0.6 percentage points in the 24-State underpayment error rate.

L As a net result, for 15 of the 24 States, the AFDC offset increased the

combined payment error rate, by 0.1 to 1,2 percentage points, with an
overall net rise of 0.2 percentage points in the 24-State combined payment

error rate.

o This pattern of error rate changes occurs because, among cases for which
the AFDC offset causes a shift in case error status, one-half of these result
in a food stamp underpayment for a case that was previously considered
correct.

The estimated rise in the combined payment error rate is the striking result. Because the AFDC
offset often creates new food stamp underpayment errors, the combined payment error rate rises

even though the overpayment error rate drops.

We also examined the effect on fiscal liabilities of applying an AFDC offset, maintaining
the general framework for liabilities now established by the Hunger Prevention Act. For these
calculations, we treated the 24 States as if they constituted the nation, basing the payment error

tolerance level on the (weighted average) combined payment error rate for the 24 States.

. Although fewer States would become subject to liabilities if an AFDC

offset were applied, several States would become subject to much larger

liabilities than under current policy. The result is a substantial increase
in the estimated total amount of liabilities summed across all 24 States.

These latter estimates are very sensitive to the particular grouping of States included in the
analysis and must be interpreted with caution. For instance, if one excludes California from the
analysis, the AFDC offset causes an appreciable drop in total liabilities, rather than a substantial
increase. This reinforces the more general finding that an AFDC offset would have differing
implications among States, depending on the particular pattern of AFDC and food stamp errors.
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Relationship Between Food Stamp Overpayment and Underpayment

Under the QC policies that prevailed throughout most of the 1980s, until passage of the
Hunger Prevention Act, States were subject to fiscal liabilities for exceeding a tolerance level
of overpayment error, with no corresponding adverse consequences for underpayment error (nor
for incorrect denials and terminations). This differential treatment of errors raised the concern
that States, in seeking to control overpayments and thereby avoid liabilities, might divert their
attention from underpayments and allow such errors to rise. Our analysis here used food stamp
error rates by State from 1980 through 1990 to examine whether this concern has any empirical
basis. Our findings are based on a measure of underpayments that includes underissuances to

eligible cases, but does not include incorrect denials or terminations.

o The 1980-1990 experience of indi ing overpayment
errors has not led to more underpayment errors. To the contrary, the
evidence suggests that lower overpayments are associated with lower
underpayments. We found this empirical relationship when examining
either the cross-sectional variation in error among States or--more
pertinently--the year-to-year variation for individual States. We also
found no evidence to indicate that the passage of the Hunger Prevention
Act has resulted in any shift in the pattern of overpayment and
underpayment errors.
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CHAPTER 1

INTRODUCTION

The Hunger Prevention Act of 1988 (P.L. 100-435) instituted a series of major reforms to the
quality control (QC) system in the Food Stamp Program. As enacted on September 19, 1988, the
legislation had the following objectives:

o to balance the treatment of different error types, basing fiscal liabilities on a
measure that combines underpayments with overpayments;

] to ease the financial consequences to States of their errors, setting national
tolerance levels so that fewer States become subject to fiscal liabilities and more
States can qualify for enhanced funding; and

. to improve the process of collecting fiscal liabilities, expediting the resolution of
State appeals while protecting the due-process rights of States.

Under Section 604, the "Payment Accuracy Improvement System," Congress directed the Secretary of

Agriculture to undertake:
An evaluation of the effectiveness of the system of program improvement initiated under
this section that shall be reported to the Congress along with the Secretary’s
recommendations no later than 3 years from the date of enactment.

This report responds to the congressional mandate for an evaluation of the new QC policies.

A. STATUTORY PROVISIONS

The QC provisions of the Hunger Prevention Act (HPA) pertain to four issues: financial

incentives, variance exclusions, secretarial waiver authority, and administrative and judicial review.

Financial Incentives

The Act altered the rules for determining fiscal liabilities, retroactive to FY 1986, as follows:
. States are subject to liability based on their rate of combined payment error (overpayment
and underpayment error), rather than the overpayment error rate only.

. The national tolerance level for combined payment error reflects the historical
experience of all States, rather than a fixed national value.



. The fiscal base for computing a State’s liability is the State’s total annual
issuances, rather than the federal reimbursement amount for administrative costs.

. The liability amount is directly proportional to the difference between the State’s
combined payment error rate and the national tolerance level, rather than a
percentage that rises in abrupt steps as the State’s overpayment error rate
increases.

The Act also changed policy with respect to the interest on claims against State agencies, effective

for claims established for error rates beginning with FY 1986, as follows:

. Interest on any portion of a claim unpaid within 30 days begins to accrue
on the date that the State receives the bill for collection, unless the State
appeals. If the State appeals, interest on any unpaid portion of a claim
accrues from the date of the final administrative appeal decision, or two
years after receipt of the bill for collection, whichever comes first. Any
claim that is paid by a State and then reversed on appeal will be returned
to the State with interest, accruing from the date the payment was
received. No interest is assessed while a claim is awaiting Secretarial
decision on a good-cause waiver request.

. The applicable interest rate is the weekly auction rate for 90-day
Treasury bills, averaged over the period of interest accrual.

Prior policy included no such provisions, either for federal collection of interest from States on unpaid

claims or federal payment of interest to States on claims paid but subsequently overturned.

For FY 1989 and beyond, the Act altered policy with respect to enhanced funding for low-error

States, as follows:

. Under the revised formula, enhanced funding equals a percentage of
State administrative costs normally reimbursable at 50 percent--one
percentage point for each full 0.1 percent by which the State’s combined
payment error rate falls below 6 percent, for States whose negative case
error rate is less than the previous year’s national weighted mean
negative case error rate.

o Enhanced funding is capped at 10 percent of State administrative costs
normally reimbursable at 50 percent.



Prior policy had set enhanced funding at a fixed 10 percent of the State administrative costs normally

reimbursable at 50 percent, for States whose sum of overpayment and underpayment error was less than

5 percent, and whose negative case error rate was below the prior year’s national weighted mean.'

Variance Exclusions

The Act excludes the following errors from the combined payment error rate:

Errors occurring within a grace period following the implementation date
of new regulations--i.e., errors associated with the State’s application of
new regulations promulgated during the first 60 days (or 90 days, at the
Secretary’s discretion) from the required implementation date for such
regulations; and

Errors attributable to incorrect federal information--i.e., errors that result
when a State properly processes incorrect case information provided by
federal agencies or when a State acts on incorrect policy information
approved or disseminated in writing by the Secretary or a designee.

These provisions are effective for FY 1989.

Secretarial Waiver Authority

The Act gives the Secretary authority to waive some or all of any claim established against a State

for failure to meet its error rate goal, retroactive to FY 1986, as follows:

The Secretary has the sole authority to decide whether there was good
cause (an unusual event with a large, uncontrollable impact on error
rates) for the State’s failure to meet the error rate tolerance; States may
not seek administrative or judicial appeal on any such decision by the

Secretary.

The Secretary, in determining whether to settle, adjust, or waive a State
claim, shall consider a State agency’s plans for "new dollar investment
in activities to improve program administration in order to reduce
payment error.”

'For clarification, note that enhanced funding (under either the HPA rules or prior policy) is a

percentage of the State’s administrative cost base subject to 50 percent federal reimbursement.

In

contrast, the pre-HPA policy computed fiscal liabilities as a percentage of the federal reimbursement
amount for such administrative costs (an amount equal to 50 percent of the cost base).




Administrative and Judicial Review

The Act established new procedures for administrative and judicial review of any claims that the
Secretary does not waive. A State may appeal a claim after it is formally billed. The revised procedure
for administrative review is as follows:

. The appeal will be considered through a department hearing, in accor-

dance with Sections 556 and 557 of Title S of the United States Code
(" Administrative Procedures Act").

. One or more administrative law judges (ALJs) will preside over the
taking of evidence, with the authority to issue and enforce subpoenas and
to appoint expert witnesses.

. A determination made by an ALJ will be final, subject to judicial review,
and will take effect thirty days after the date (of delivery or service of
final notice) of such determination.

A State is entitled to judicial review of any established claim, as follows:
. This appeal takes place in federal court after the ALJ determination.

. This is a review of the administrative record established by the ALJ, not
a trial de novo (as under current procedure).

For both administrative and judicial review, the new provisions apply retroactively to claims for
FY 1986.

Current Status of Regulations Implementing the QC Reforms

The Department is moving to final rulemaking in implementing the statutory reforms. These

rules are at various stages, as summarized in Exhibit I.1.

The regulation on "miscellaneous provisions" pertains to the financial incentives for error
reduction and resolution of State appeals--i.e., fiscal liabilities, enhanced funding, and interest on claims.
The regulation on "variance exclusions" implements the corresponding statutory language noted above.
The separate regulations on "good-cause determination" and "new dollar investments" pertain to those
particular matters of Secretarial waiver authority. Finally, the forthcoming regulation on "rules of
procedure” will implement the statutory provisions on administrative review, especially with regard to

the role of administrative law judges.



Exhibit 1.1

Status of Regulations Implementing the
QC Reforms of the Hunger Prevention Act

Subject Status of Rule

Miscellaneous provisions Proposed rule published
January 31, 1991

Variance exclusions Final rule published
November 23, 1990

Good-cause determination Proposed rule published
January 16, 1991

New dollar investments Proposed rule published
November 27, 1990

Rules of procedure (ALJs) Not published




B. ORGANIZATION OF THE REPORT

Chapter II of this report examines the effects of the Hunger Prevention Act on fiscal liabilities

and enhanced funding, error rate trends, and the speed of resolution of State appeals.

The report then examines an issue that arose in the congressional debate on the Hunger Prevention
Act, but on which the Congress ultimately took no action. This is whether, for food stamp cases
receiving an incorrect payment under the Aid to Families with Dependent Children (AFDC) program,
the food stamp QC finding should presume the actual AFDC payment (as under current QC rules) or the
correct AFDC payment. Chapter III addresses this issue using data from the Fiscal Year 1988 national
QC samples for both food stamps and AFDC.

A long-standing concern in food stamp QC policy has been whether State efforts to reduce
overpayments may promote an increase in underpayments. The issue now takes on new meaning, because
the Hunger Prevention Act has broadened the basis of fiscal liabilities to include both overpayments and
underpayments. Chapter IV updates earlier analyses on this subject, using data for 1980 through 1990

to test the interrelationship between the two forms of error.

Throughout this report, "overpayment error" refers to issuances to ineligible active cases and
overissuances to eligible active cases, "underpayment error” refers to underissuances to eligible active
cases, and "combined payment error" refers to the combination of overpayment error and underpayment

error. All annual estimates pertain to federal fiscal years..



CHAPTER II

EFFECTS OF THE REFORMS

This chapter examines the effects of the Hunger Prevention Act (HPA) in three areas: fiscal

liabilities and enhanced funding, error rate trends, and speed of resolution of State appeals.

As to the effect of the reforms on fiscal liabilities, the estimates are straightforward for the 1986-
1988 retroactive period, during which error rates were obviously unaffected by the reforms. When
compared to the pre-HPA rules, the HPA provisions reduced the number of States subject to fiscal
liabilities by 30 to 34 States in each year--i.e., from 44 to 14 States in 1986, from 42 to 10 States in
1987, and from 43 to 9 States in 1988. A similar drop was estimated for 1989 (from 42 to 9 States) and
for 1990 (from 38 to 12 States). For all of these years, the corresponding reduction in the national
amount of liabilities was in the range of $110 million to $150 million--from a level of $175 million to
$200 million under the pre-HPA rules to between $35 million and $65 million under the HPA rules.

We also estimated the impact of the HPA rules on enhanced funding for 1989 and 1990, the first
two effective years for the incentive provisions. The reforms increased the number of States eligible for
enhanced funding by 4 in 1989 (from 3 to 7 States) and by 2 in 1990 (from 3 to 5 States). The
corresponding rise in the annual amount of enhanced funding was in the range of $1 million to $2

million.

There is insufficient evidence to draw any conclusions about the effects of the new legislation on
error rate trends. Rather, we have simply characterized the general patterns in error rate movements
since 1985, treating the period 1985-1988 as reflecting the pre-HPA policy rules and 1989-1990 as the
period reflecting the HPA reforms. It appears that for most States the 1989-1990 error rates--either for
overpayment error, underpayment error, or combined payment error--fall within or somewhat below the
range established during 1985-1988. The overall performance of States since the enactment of HPA
seems to represent no significant departure from the established trend of general stability or modest

decline in food stamp error rates.

On the speed of resolution of State appeals, we also have insufficient information to assess the
reforms. The relevant provisions affecting Secretarial determinations, administrative review, and judicial
review have not yet been implemented in final regulations. In our review of claims for 1981 and 1982,
we found that an average of three to four years was required (from the end of a review period) to reach
final determination of a State’s liability. The evidence for 1983-1985 indicated a further slowdown in



the process of notifying States and resolving claims. The HPA reforms are intended to speed action at
the Secretarial, administrative, and judicial levels of review. It will be several years before sufficient
experience is gained under the new procedures to evaluate their effectiveness in expediting the resolution

of State appeals.

A. FISCAL LIABILITIES AND ENHANCED FUNDING
Fiscal Liabilities

Under the pre-HPA rules, a State was subject to a fiscal liability if its annual overpayment error
rate exceeded 5.00 percent. The amount of the fiscal liability depended on the excess percentage of
overpayment error (above 5.00) and on State administrative costs reimbursable federally at 50 percent.
As noted in Chapter I, the HPA rules use the State’s combined payment error rate (for overpayment and
underpayment error) rather than the overpayment error rate only. The national tolerance level for
combined payment error will now reflect the historical performance of all States as opposed to a fixed
national value. The new base for the fiscal liability is the State’s total annual issuances, rather than the
federal reimbursement amount for administrative costs. Finally, the fiscal liability amount is directly
proportional to the difference between the State’s combined payment error rate and the tolerance level,

versus a percentage that rises in abrupt steps as the State’s overpayment error rate increases.

For 1986 through 1990, Exhibit II.1 compares the pattern of fiscal liabilities under the pre-HPA
and HPA rules. To provide further historical perspective, the exhibit also includes the pre-HPA figures
for 1985. The effect of the HPA rules is to remove liabilities entirely from at least two-thirds of those
States that would otherwise have faced claims in 1986-1990. For each year during the 1986-1990 perioci,
the pre-HPA rules would have subjected between 38 and 44 States to a liability. The HPA rules reduced

this annual number to between 9 and 14.

The Act has caused a similar proportional reduction in the annual national amount of fiscal
liabilities, as also shown in Exhibit II.1. The pre-HPA rules would have resulted in $175 million to $200
million in annual liabilities during 1986-1990. The HPA provisions served to reduce this amount by

about two-thirds or more, to between $35 million and $65 million annually.! -

'Note that under pre-HPA rules the total amount of the fiscal liabilities would have remained nearly
constant since 1987. Under the HPA rules, however, the total decreased somewhat from 1987 to 1988
and then increased substantially to 1990. A detailed comparison reveals the dominant role of New York
State, which accounted for $13.1 million of the $42.5 million total in 1987 and $17.5 million of the $35.7
million total in 1988, but then fully $41.3 million of the $56.5 million total in 1989 and $33.4 million
of the $64.7 million total in 1990.



